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In Producing Prosperity, 
Pisano and Shih elaborate on the 
basic argument from their award-
winning 2009 article “Restoring 
American Competitiveness,” 
namely that the prosperity of U.S. businesses and workers 
is contingent on a resurrection of U.S. manufacturing, 
and inject a new concept for discussion: the “industrial 
commons.”
In their view, the industrial commons is the technical 
know-how, operations capabilities, and specialized skills 
embodied in the workforce, competitors, suppliers, 
and universities that flow across multiple companies 
in multiple industries and allow for discovering and 
bringing new process and product innovations to market. 
Pisano and Shih do not discuss the mechanisms by which 
this knowledge transfer takes place, leaving the industrial 
commons in a bit of a theoretical construct. However, they 
offer examples of where it has broken down with negative 
results for U.S. dominance in high-technology sectors.
They build their case by first pointing to the 
numerous ways in which U.S. firms and workers are losing 
ground—declining high-tech exports, rising educational 
attainment of foreign workers, and, most disturbing, the 
disappearance of whole manufacturing functions from 
U.S. plants. Then, they pull back the curtain and reveal 
that underpinning some of the products for which U.S. 
firms outsourced manufacturing is a complex and dynamic 
web of linked “capabilities.”
For instance, behind the production of personal 
electronics and flat-screen televisions, solar panels, 
and energy-saving light bulbs—all products for which 
manufacturing now predominantly takes place in 
Taiwan and China—are platform technologies such 
as semiconductors, flat-panel displays, and solid-state 
lighting that rely on capabilities in lithography and 
etching, chemical vapor disposition, and coatings. With 
each of the products that U.S. firms choose to outsource—
like televisions—they relinquish their connection to 
a core capability—like etching—that will spawn new 
innovations in a platform technology—like semiconductor 
chips used in smartphones.
The choice to outsource—specifically, 
geographically separating manufacturing from design—
erodes a piece of the know-how that was circulating 
through the industrial commons in the U.S., making it 
more difficult for other firms to innovate, but easier to take 
the short-cut of reducing costs through more outsourcing. 
The accumulation of such seemingly positive “net present 
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value” decisions by individual U.S. businesses to focus 
on R&D and pass off “low value-added” production 
to foreign suppliers hurts their long-term innovation 
potential. It also accelerates learning opportunities for 
suppliers that can one day become competitors.
Pisano and Shih also point out the U.S. government’s 
failure to support the retention of manufacturing. 
Focusing on the tapering of federal government 
funding for applied research—translating basic science 
discoveries into practical applications with commercial 
potential— the authors suggest that the U.S. has taken 
its foot off the accelerator while its trading partners have 
made focused investments to catch up. They also critique 
the ways in which the federal government subsidizes parts 
of the economy—homebuilding, agriculture, healthcare, 
and private equity—but allows U.S. manufacturers to 
pursue more favorable tax regimes and public investment 
climates in other countries.
After diagnosing the problem and laying blame, 
Pisano and Shih offer a simple framework to guide 
business leaders and policymakers in choosing when 
and where to invest in manufacturing capabilities. They 
admit that not all manufacturing is worth saving. Some 
of it makes sense to outsource without a dramatic loss 
of know-how. But they argue that the erosion of the 
industrial commons by divorcing manufacturing from 
R&D is particularly damaging in industries, such as 
biotechnology, where the design of the product is actually 
married to the design of the manufacturing process (low 
modularity). The authors’ recommendation: Identify such 
low modularity industries (or processes within industries) 
and try to enhance and protect them.
Pisano and Shih quickly give up on “labor-intensive” 
and “low-skill” manufacturing as a lost cause—in one 
blanket statement without identifying which sectors 
they mean—and do not acknowledge the transferrable 
skills from these industries to high-technology. Whole 
segments of the U.S. population are (or were) employed 
in such sectors and attention needs to be given to how 
those workers are repurposed and valued in the emerging 
manufacturing industries. Ignoring the employment 
prospects of these individuals will only lead to greater 
inequality with dire consequences for future generations 
of workers seeking to produce prosperity.
Pisano and Shih write from the U.S. perspective 
and their recommendations are geared toward American 
business leaders and policymakers. However, they 
note the universality of their message: any company 
or country striving for an innovation-based economy 
must recognize the importance of cultivating a healthy 
industrial commons. Those places that see manufacturing 
moving off shore need to find opportunities for retention. 
Those places that are building new plants need to invest 
in the basic and applied research and human capital 
initiatives that will round out a burgeoning commons if 
they hope to transform their companies into technology 
leaders.
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